
CITY OF LODI 
COUNCIL COMMUNICATION 

TM 

AGENDA TITLE: Authorize the City Manager to Engage Lamont Financial Services to 
Provide Advice with Regard to Redemptions of Electric Utility Certificates of 
Participation Dated 2002 

MEETING DATE: March 11,2008 

PREPARED BY: Deputy City Manager 

RECOMMENDED ACTION: Authorize the City Manager to engage Lamont 
Financial Services for a not to exceed amount of 
$50,000 for professional services with regard to the 
redemption of Electric Utility Certificates of Participation 
dated 2002. 

BACKGROUND INFORMATION: The City Council has previously selected Lamont 
Services as the City’s financial advisor. The Council 
has requested to authorize specific engagements that 

Lamont may provide. Recently, the City has been tendered with two “put“ requests totaling $2.5 
million of the outstanding 2002 Certificates of Participation. The remarketing of the put requests 
exceeds staffs capacity. Staff is recommending that Lamont be retained to assist in dealing with 
the currents puts tendered and any future puts related to the Electric Utility 2002 Certificates of 
Participation. 

FISCAL IMPACT: Unknown at this time. 

FUNDING: Not applicable. 

@s R. Krueger, Depufy City hadager 

APPROVED: /* 
Bldwkhg, City Manager 
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OAKIAND, Calif. - It war a sccne that is  being played out of late in 
boardrooms and rnectine romir a t  public agencies in California and around 
the  nati0o 

' i hc  Bay Area Toll Authority's finance staff, bankers. attorneys, and 
adviicrr cxpiained t o  the Officials who serve on BATA'r board just  exactly 
why they  were ask in t fo r  aUthQrity to refinance bonds that they never 
czpe~ted to worry about. 

"You a rc  not i l lom in what you are doing here," Mary Collins. partner w i th  
bond counsel Otrick. Herrington h Sutciiffe LLP, told the BATA board 
Wednesday. ''Raardr a l l  over the area are having similar types of meetings 
where they're? asked t o  PUrIuc a dif ferent rtrateqy." 

In the case of BATA. which has ?\most 53 bill ion of outstanding variable. 
rate debt, the boar6 approved a 11.2 bill ion restructuring plan to  allow 
lhc authori ty 10 take  out  i ts  auction-rate debt and i t s  variable.rate 
demand bonds backed by troublcd XL Capital Arrurancelnc. It also 
~ u t h o i i z c d  d ipian 11, rcnegotintc l iquidi ty agreemenis designed l o  rcstorc 
!hP innrketebl l i ty of VRDGs wrapped by Ambac Arrurdnce Corp. 

Rcacri:;?. 10 the ongoins t~r rno i l  that  has roiled the variable-rate debt 
markets and brour!hi the viabi l i ty of the bond insurance industry into 
guc~t ion,  b i ~  issueis arc planninp, major refinancings, iawmakerr arc 
rntwnp, IegisIElion, and conduit i5wers are reworking their procedures 

RELATED LiNKS 

Criidif Crunch Hi;r 
Variable-Kale Markei 
FCiil i lary 29, 2003 

MO 

1 .  
2. 
3 .  
4 .  
5. 



3 

Given thc sheer magnitude of the probiem. Orrick attorneys are developing a pooied-debt program thrwgh 
the California Statewide Communities Development Authority that would provide a vehicle for variable-rate 
nwers t o  park their debt at  a fixed rate  for a year to provide time to gain breathing room while thc market 
recalibrates itself 

The pooled bond proyam couid be on a ma5iive scale. measured in the tens Of billions - raid the program's 
architect, Orrick partner B i l l  noyle, who leads the firm's insured variablerate auction bonds task force. 

"This isn't d :wrinanent 101~:i~m;'he said. "This i s  simply a mcanr of buying one year's :ime for participating 
iksucrs to undertake their own rcfuriding or own remarketins, bul in their own tiinne frame. and i n  ,? more 

oncd farhion." 

The CSCUA wi!i issue one-year liquidity notes, the proceeds of Which would be urcd to buy issuers' 
oartanding variable-rate debt to hold for a year. 

i t  works. Doyle mid. because typical variable-rate bonds permit the issuer to c h a y e  intercii.iatc modes. 
an action that triggers a mandatory tender back to the irruer. 

Participants m this program wii l  convert their bonds to a one-year fixed-term interest rbte. After the 
ensuing tender, the issuers wil! remsrket the bonds to the CSCDA, which wi l l  buy them with the proceeds of 
I t s  llq,!idity note sale. 

Though the program i s  likely tu incorporate some bank liquidity. Doyle mid, the credit qui l i ty  of thc pooled 
bonds would derive from the underlying quaiityof the bonds in thc pool. which would have to have 2 

niiililnum singic.A level rating. 

'The original bonds wil l  remain outstanding. with the expectation that issuers can rcmarkct thew in a ycar. 
by which time thc direction of the market may be dearcr. Outstanding inrurancc r em ins  in effect, which 
could hencfl: i m ~ c r s  if thcir Insurer is  able to regain itr reputation by then. 

Marketing for the program hasn't begun in earnest. Ooyie raid, but the patenllai for I t  is sizabie 

"The potcntial participant pool i s  well into the tens Of billions. That could he il prctty big financing,"he 
said. addins that it could come in  multiple series. 

Public Financial Management inc. i s  financial adviser to  the program: M o r ~ a n  Stanley, Meiri i l  Lynch h Co. 
and Goldman, Sachr 6- Co. arc underwriters. Given the urgency of the problem, with some issuers of fa)lcd 
Iwch~o~~ - i a t c  paper ~ a y i n q  double-diqit pcnaity inter. the team i s  working to have thc i s w e  ready ~n wcckx 

other i ~ i i i c r s  arc  already beginning to hit the market with refinancings. 

Thc California Department of Water Rerourccr plans to price 57.025 b i l l im of power rcven!ie bonds next 
Thursday. largely 10 refund outstanding auction.rate bonds insured by Ambac and XL.  

,Auctions for those bonds have faiied, Causing interert rater t o  reset at maximum rates of up to b.22X. 
according t o  the rating report from Moody's investorr Service, which affirmed i t s  underlyinr, Aa3 rating and 
stable outlook on lhe DWZ power bonds, Originally irrued to pay for emergency powcr purchaser during the 
California power crisis of 2000 and 2001 

ibtch Ratings this week upgraded i t s  rating of the DWR powcr bonds to &PIUS from A. retaining its posi t iv~ 
outlook. Standard fi Poor's arrignr an A rating with positive outlook. 

Bear. Sreainr h Cn. 15 the book-runnci 

l hc  California Siate Trearurer'r Office i s  ilddiCIIine the market turmoil on several fronts. 

Thc r i a t e  has 5500 imiliion of ~utstnndirig general obligation auction-rate bonds. 

"The Plan is  tn Convert 5400 million of that pronto into commercial paper." said Torn Drerrlar, spokesman 
for Treasurer R i l l  Lockyer. The remainin?. SlOO million doer not reset unti l  January. and the state can live 
with its ciirrent 3.15% rate unti l  then, he said. 

Drerrlar raid lhc  ticiisuier 1s a i m  backing emergency lcgirlation hunched this week in  the California 
Aiicmbly to  address the probiemr in the variable-rate market. 

7: would make il cryital c icw ~n state law that issuers can buy back variablc.rate and auctiuc-rate bonds. 
w i d  on to their for a while, and sell them back into the market a t  an appropriate t ime t h t  maker rcnre for 
t.?xpIyCrI:' Ikcsl iar *old. 

While the new state law could help, there remains the issue. much debated an:ong bond lawyers . of how 
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"One of the issues we can't solve in a state statute i s  this whole 
question out there of the extent to  which issuers who buy back 
their bonds expose themselves to action by the SEC,"  Dresslar 

said. Variable-Ra:e Market 
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Credit Crunch Hits 

The California Health Facilities Financing Authority, a conduit 
issuer operated under the auspices of the treasurer's office, 
also announced plans t o  make it easier for i t s  borrowers to  
refinance variable-rate debt they had issued using CHFFA as a 
conduit. 

The agency announced this week that it w i l l  add board 
meetings so that borrowers can gain the authority they need to  
refinance as soon as possible. The first special meeting wi l l  be 
Tuesday. two weeks before the next scheduled meeting. 
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"We're just  trying to  alleviate the strain on these borrowers as 
soon as we can," said CHFFA spokesman Joe DeAnda. "We just  
expedited the normal meeting date." RELATED TOPICS 

The first special meetins i s  Tuesday, and six health care 
borrowers have reserved places on the agenda for applications 
to refinance as much as $4.6 billion in outstanding debt. 

tharket Turmoii Hits 

- 
I he six potential applicants are Catholic Healthcare West, Sutter Health, Stanford Hospitals 
and Ciinics, Lucile Salter Packard Children's Hospital, Scripps Health,and Hoag Memoriai 
Hospilal Presbyterian. 

"We haven't heard yet which ones are coming and for how much," DeAnda said 

At 6ATA, the board Wednesday authorized the issuance of up to  $1.2 bill ion in variable-rate 
bonds to refinance the to l l  authority debt most damaged by insurer downgrades and the 
collapse of l h e  auction-rate market. 

I t ' s  a measured approach to dealing with problems in BATAs S2.9 billion variable.rate 
portfolio, chief financiai officer Brian Mayhew toid board members. 



That approach should allow the agency to keep i t s  extensive swap portfolio in place and 
keep debt service costs low enough to avoid an increase in the bridge tolls that back BATAs 

" I bonds, he said. 

. HoUSrNGj 
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The new debt would take out the agency's $720 million auction-rate portfolio. That market 
appears to be structurally broken with l i t t le chance of correction, BATA executive director 
Steve Heminger told board members. 

The bonds would also allow the authority to take out S290 miliion of variabte-rate demand 
bonds insured by XL, which has been downgraded to single-A levels, repelling short-term 
investors and drivini: BATAs rates for XL-wrapped VRDBs above 6%, despite the authority's 
double-A level underlying ratings. 

"They are in  a piace that they are not going to recover in al! likelihood," Heminger said of 
XL. 

BATA also has almost $1.9 billion of outstanding VRDBs with a long-term wrap from Ambac. 
and doe5 not plan to refund that debt, a t  least for now. 

Mayhew said that the authority i s  now confident that it can renegotiate the bank iiquidity 
facilities supporting the Arnbac.wrapped VRDBs in  a way that wi i l  assuage investor fears 
about Ambac, which s t i l l  has triple-A ratings from Standard ti Poor's and Moody's, and a AA 
Fitch rating. 

"We believe there i s  s t i l l  a good chance that Ambac can straighten out i t s  affairs, recover its 
triple-A rating. and we can go back t o  being the happy clams we used to be before a l l  of 
this nonsense started," Heminger said. 

AS the BATA meeting wound down to the unanimous authorization vote, the boards chair, 
B i l l  Dodd, a Napa County supervisor, noted that BATA had sunk a great deal of money into 
buyinq insurance policies that wi l l  end up costing the agency miiiions of dollars. 

"Somehow, you ~ u y s  have got to come back to us and say how are we going to recoup some 
of  that money," Dodd said. 

Herninger replied: "Frankly, we owe you a serious discussion of that. Probably in closed 
session.'' 
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